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DEPARTMENT  OF  HOUSING  AND 
URBAN  DEVELOPMENT 

[Docket  No.  N-81-1009] 

Audit  Guide  for  Audits  of  GNMA 
Approved  Issuers  of  Mortgage-Backed 
Securities  for  Use  by  Independent 
Public  Accountants 

agency:  Department  of  Housing  and 

Urban  Development. 

action:  Notice  of  final  Audit  Guide. 

summary:  This  action  publishes  in  the 
Federal  Register  and  makes  effective  the 
Audit  Guide  for  Audits  of  Government 
National  Mortgage  Association  (GNMA) 
Approved  Issuers  of  Mortgage-Backed 
Securities  for  Use  by  Independent  Public 
Accountants. 

DATES:  This  Audit  Guide  is  effective  for 
all  audits  of  GNMA  approved  issuers 
with  fiscal  years  ending  on  or  after 
September  30, 1981. 

FOR  FURTHER  INFORMATION  CONTACT: 
Joseph  A.  Sickon,  Office  of  Inspector 
General,  Department  of  Housing  and 
Urban  Development,  451  Seventh  Street, 
SW.,  Room  8180,  Washington,  D.C. 

20410,  Telephone:  (202)  755-6342.  (This 
is  not  a  toll-free  number.) 
SUPPLEMENTARY  INFORMATION:  These 
guidelines  were  developed  to  ensure 
&at  audits  performed  by  Independent 
Public  Accountants  (IPAs)  are 
sufficiently  comprehensive  to  protect  the 
Government’s  interest  as  guarantor. 
Section  3(a)(3)  of  the  Inspector  General 
Act  of  1978  authorizes  the  Inspector 
General  to  “take  appropriate  steps  to 
assure  that  any  work  performed  by  non- 
Federal  auditors  complies  with  the 
standards  established  by  the 
Comptroller  General.  .  . 

In  the  Government  National  Mortgage 
Association  (GNMA)  Mortgage-Backed 
Securities  Program,  ihe  issuer  agrees  in 
a  guaranty  agreement  that  GNMA  shall 
have  the  right  to  examine  and  audit  at 
any  reasonable  time,  any  books,  records 
or  other  information  of  the  issuer  or  held 
by  another  for  the  issuer  with  respect  to 
or  concerning  mortgage  pools.  The 
issuer  is  required  to  submit  to  GNMA 
copies  of  its  armual  financial  statements 
audited  and  certified  by  an  IPA  within 
90  days  following  the  end  of  the  Issuer’s 
fiscal  year.  The  compliance  work 
required  by  this  guide  is  considered 
within  the  purview  of  the  examination 
which  may  be  required  by  the  Secretary. 
Specific  compliance  testing  is  required 
in  the  appen^ces  of  the  Audit  Guide. 

'The  notice  of  draft  audit  guide  was 
published  in  the  Federal  Register 
(Volume  45,  No.  113,  pages  39422  to 
39432)  for  comment  on  June  10, 1960. 
Twenty-nine  responses  were  received 


and  considered  in  the  final  issuance  of 
the  guide. 

One  commentor  objected  to  the 
guide’k  definition  of  IPAs  which  denied 
as  potential  clients  certain  noncertified 
public  accountants.  The  definition  of  the 
IPA  included  in  the  guide  was  based  on 
the  definition  as  prescribed  in 
Comptroller  General  Letter  B-148114 
dated  September  15, 1970. 

Eight  commentors  objected  to  the 
issuance  of  the  Audit  Guide.  They 
referred  to  the  Uniform  Single  Audit 
Program  for  Mortgage  Bankers  which 
has  been  acceptable  for  some  time  in 
the  mortgage  banking  industry.  Also, 
these  commentors  felt  the  added  audit 
costs  would  outweigh  the  benefits 
derived  from  the  additional  audit  work 
required  by  the  guide.  The  Department 
has  decided  that  the  Audit  Guide  is 
necessary  to  assure  adequate  audit 
coverage  of  the  GNMA  Mortgage- 
Backed  Securities  Program  and  protect 
the  Government’s  interests  in  the 
program.  GNMA  has  a  significant  risk  as 
guarantor  of  more  than  $110  billion  in 
securities  issued.  Also,  the  Uniform 
Single  Audit  Program  for  Mortgage 
Baiters  does  not  include  testing  of 
compliance  with  GNMA  procedures, 
which  is  an  integral  part  of  this  guide. 

In  response  to  the  Review  of 
Custodial  Documents  section  of  the 
guide,  a  number  of  commentors  felt  a 
custodian  which  serves  more  then  one 
issuer  would  be  reviewed  on  multiple 
occasions  by  each  issuer’s  IPA.  The 
guide  was  revised  to  permit  a  single 
audit  approach  in  which  one  IPA  could 
conduct  the  Review  of  Custodial 
Documents  and  provide  their  report  to 
the  issuer’s  IPA. 

A  number  of  commentors  felt  the 
Review  of  Prudent  Business  Practices 
portion  of  the  guide  called  for 
judgmental  determinations  by  the  IPA 
and  should  be  deleted  fi'om  the  guide. 
’The  guide  was  clarified  to  point  out  that 
the  A,  in  carrying  out  this  portion  of 
the  guide,  is  to  determine  that  the  issuer 
has  adopted  procedures  to  comply  with 
GNMA’s  rules  relating  to  Securities 
Marketing  and  Trading  Requirements 
(the  term  which  GNMA  has  substituted 
for  “Prudent  Business  Practices”).  In 
addition,  the  IPA  is  expected  to  assess 
the  potential  impact  of  forward  or  future 
commitment  contracts  on  the  Issuer’s 
net  worth.  Assessing  the  impact  of 
commitments  on  net  worth  is  a  normal 
requirement  by  an  IPA  when  conducting 
a  financial  audit. 

In  response  to  a  number  of  comments, 
the  sample  audit  report  included  in 
Appendix  4  was  revised  to  reflect  the 
standard  third  party  IPA  report  format. 
One  commentor  felt  the  guide  should  not 
be  applicable  for  supervised  mortgagees 


as  Issuers  of  Mortgage-Backed 
Securities.  GNMA  does  not  distinguish 
between  supervised  and  nonsupervised 
mortgagees  in  its  requirements  for 
armual  report  filing  and,  accordingly, 
this  Audit  Guide  is  applicable  for  all 
issuers. 

A  finding  of  inapplicability  regarding 
the  National  Environmental  Policy  Act 
of  1969  has  been  made  in  accordance 
with  HUD  procedures.  A  copy  of  this 
finding  of  inapplicability  will  be 
available  for  public  inspection  during 
regular  business  hours  at  the  Office  of 
the  Rules  Docket  Clerk,  Office  of 
General  Counsel,  451  Seventh  Street, 
S.W.,  Washington,  D.C.  20410. 

HUD  adopts  tire  Audit  Guide  as  set 
forth  hereinafter. 

Issued  at  Washington,  D.C.,  April  13, 1981. 
Paul  A.  Adams, 

Deputy  Inspector  General 

Audit  Guide  for  Audits  of  GNMA 
Approved  Issuers  of  Mortgage-Backed 
Securities  for  Use  by  Independent  Public 
Accountants 

Office  of  Inspector  General  U.S. 
Department  of  Housing  and  Urban 
Development,  Washington,  D.C.  20410 

Foreword 

’The  Office  of  Inspector  General, 

Office  of  Audit,  of  Ae  Department  of 
Housing  and  Urban  Development  has 
developed  this  guide  for  the  use  of 
Certified  Public  Accountants,  or  Public 
Accountants  licensed  by  a  regulatory 
authority  of  a  State  or  other  political 
subdivision  of  the  United  States  on  or 
prior  to  December  31, 1970.  This  guide  is 
to  assist  such  Accountants  in  (1) 
imderstanding  certain  requirements 
related  to  GNMA  Mortgage-Backed 
Securities,  and  (2)  identifying  instances 
of  noncompliance  as  prescribed  in 
Appendix  2 — ^Tests  for  Compliance. 

GNMA  requires  the  submission  of 
annual  audited  financial  statements  as  a 
condition  for  continued  approval  as  a 
GNMA  issuer.  The  issuer  is  required  by 
and  responsible  to  GNMA'for 
compliance  with  GNMA  regulations  and 
GN?^  Handbook  instructions. 
Accordingly,  certain  audit  tests 
concerning  net  worth  and  compliance 
activities  are  prescribed  in  Appendix  1 
and  Appendix  2,  respectively. 

’This  guide  is  not  intended  to  be  an 
audit  program,  nor  is  it  intended  to 
supplant  the  Accountant’s  judgment  as 
to  the  nature  and  scope  of  work  to  be 
performed. 
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Audit  Guide  for  Audits  of  GNMA 
Approved  Issuers  of  Mortgage-Backed 
Securities  for  Use  by  Independent  Public 
Accountants 

1.  Purpose.  This  guide  sets  forth  (a) 
the  procedures  to  be  followed  in  the 
conduct  of  audits  of  approved  GNMA 
issuers,  (b)  the  scope  of  the  review,  and 
(c)  an  example  of  the  type  of  report 
format  which  will  be  acceptable  to  the 
Government  National  Mortgage 
Association  (GNMA).  It  provides 
detailed  compliance  tests  but  is  not 
intended  to  supplant  the  Accountant’s 
judgment  as  to  the  work  required  to  be 
performed. 

2.  Background.  This  section  is 
intended  to  familiarize  the  Accountant 
with  the  GNMA  regulations  and  GNMA 
Handbook  instructions  that  issuers  of 
GNMA  mortgage-backed  securities  are 
required  to  follow.  This  section  is  not 
intended  to  serve  as  a  substitute  for  the 
regulations  or  as  a  reference  document. 
This  paragraph  does  not  contain  any 
instructions  or  procedures  requiring 
work  by  the  Independent  Public 
Accountant  (IPA). 

a.  GNMA  is  a  wholly  owned 
corporate  instrumentality  of  the  United 
States  within  the  Department  of  Housing 
and  Urban  Development.  Its  powers  are 
prescribed  generally  by  Title  III  of  the 
National  Housing  Act,  as  amended  (12 
U.S.C.  1716  et  seq.). 

GNMA  is  authorized  by  Section  306(g] 
of  the  National  Housing  Act  to 
guarantee  the  timely  payment  of 
principal  and  interest  on  securities  that 
are  based  on  and  backed  by  a  trust  or 
pool  composed  of  mortgages  which  are 
insured  or  guaranteed  by  the  Federal 
Housing  Administration  (FHA),  the 
Farmers  Home  Administration  (FmHA), 


or  the  Veterans  Administration  (VA). 
GNMA’s  guaranty  of  mortgage-backed 
securities  is  backed  by  the  full  faith  and 
credit  of  the  United  States. 

b.  GNMA,  through  the  Mortgage- 
Backed  Secluities  Program,  guarantees 
privately  issued  securities  backed  by 
pools  of  mortgages.  Holders  of  the 
securities  (the  investors)  receive  a 
“pass-through"  of  the  principal  and 
interest  payments  on  the  pool  of 
mortgages,  less  amounts  to  cover 
servicing  costs  and  certain  GNMA  fees. 
The  GNMA  guaranty  assures  the 
registered  holder  of  the  security 
certificate  of  receiving  the  timely 
payment  of  scheduled  monthly  principal 
and  interest  and  of  certain  pre-payments 
and  early  recoveries  of  principal  on  the 
underlying  mortgages.  If  mortgagors  fail 
to  make  timely  payments  on  the 
mortgages,  under  the  “modified  pass- 
through’’  approach,  the  securities  issuers 
must  make  timely  payments  to  the 
registered  holders,  using  their  own 
resources. 

The  Mortgage-Backed  Securities 
Program  provides  a  means  for 
channeling  funds  from  the  Nation’s 
securities  markets  into  the  housing 
market.  The  U.S.  Government’s  full  faith 
and  credit  guaranty  of  securities  makes 
them  widely  accepted  in  those  sectors  of 
the  capital  markets  that  otherwise 
would  not  be  likely  to  supply  funds  to 
the  mortgage  market  The  funds  raised 
through  die  securities  issued  are  used  to 
make  residential  and  other  mortgage 
loans.  Through  this  process,  the  program 
serves  to  increase  the  overall  supply  of 
credit  available  for  housing  and  helps  to 
assure  that  this  credit  is  available  at 
reasonable  interest  rates. 

c.  An  issuer  of  GNMA-guaranteed 
mortgage-backed  securities  is 
responsible  for  acquiring  eligible 
mortgages,  creating  a  pool  of  mortgages 
the  documents  relating  to  which  are  to 
be  held  by  a  custodian,  issuing  the 
securities  backed  by  the  pool  of 
mortgages,  arranging  for  the  marketing 
of  the  securities,  servicing  the  mortgages 
in  the  pool,  administering  the  securities 
outstanding,  and  making  the  full  and 
timely  payments  of  all  amounts  due  to 
securities  holders. 

d.  To  be  approved  to  issue  GNMA- 
guaranteed  mortgage-backed  securities, 
including  the  receipt  of  commitments  for 
the  guaranty  of  mortgage-backed 
securities,  an  applicant  must  meet  and 
maintain  the  following  requirements: 

(1)  Be  an  FHA-Approved  Mortgagee  in 
good  standing. 

(2)  Be  a  Fh^lA  or  GNMA-Approved 
Mortgage  Servicer  in  good  standing. 

(3)  Have  as  a  principal  element  of  its 
business  operation,  the  origination  or 
servicing  of  mortgage  loans. 
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(4)  Conduct  its  business  operations  in 
accordance  with  accepted  sound 
mortgage  lending  and  servicing 
practices,  ethics,  and  standards,  and 
have  the  experience,  management 
capability,  and  facilities  necessary  to 
assure  GNMA  of  its  ability  to  issue  and 
service  mortgage-backed  securities. 

(5)  Maintain  policies  that  prohibit  any 
dis(^mination  based  on  race,  religion, 
color,  sex,  national  origin,  or  age. 

(6)  Have  a  net  worth  (based  on 
audited  an  financial  statement)  in  assets 
acceptable  to  GNMA  of  at  least  the 
amounts  provided  in  this  paragraph.  For 
the  purpose  of  this  paragraph,  the  term 
“securities  outstanding”  means:  the 
unpaid  principal  balance  of  securities 
outstanding  in  the  name  of  the  issuer, 
plus  the  outstanding  amount  of  any 
commitments  for  guaranty  issued  by 
GNMA,  plus  the  amount  of  any 
commitments  to  guaranty  being 
requested.  However,  the  amount  of  any 
project  security  commitments 
outstanding  or  requested  in  cormection 
vrith  cases  where  construction  security 
commitments  are  outstanding  or 
requested  for  the  same  project  shall  not 
be  included  in  this  computation.  Further, 
in  calculating  the  required  minimum  net 
worth,  the  amount  of  any  “securities 
outstanding”  that  are  based  on  internal 
reserve  pools  will  be  reduced  by  one 
half  in  the  making  of  such  calctdations. 

(a)  For  securities  based  on  single 
family  mortgages:  $100,000,  plus  1 
percent  of  the  amount  of  securities 
outstanding  in  excess  of  $5  million,  but 
less  than  $20  million,  plus  0.2  percent  of 
any  additional  such  securities 
outstanding  in  excess  of  $20  million. 

(b)  For  securities  based  on  loans  on 
mobile  homes:  $500,000,  plus  0.2  percent 
of  such  securities  outstanding  in  excess 
of  $35  million.  (Note  that  all  mobile 
home  loans  pools  are  internal  reserve 
type  pools,  so  that  the  amount  of 
securities  outstanding  is  reduced  by  one 
half  in  all  instances.) 

(c)  For  securities  based  on 
construction  or  long-term  mortgages  on 
multifamily  projects:  $500,000,  plus  0.2 
percent  of  any  securities  outstanding  in 
excess  of  $35  million.  (This  requirement 
is  applicable  with  respect  to  securities 
for  which  the  first  issue  within  any  pool 
or  project  occurs  on  or  after  October  1, 
1979. 

(d)  For  issuers  of  more  than  one  type 
of  security:  $500,000,  plus  0.2  percent  of 
any  securities  outstanding  in  excess  of 
$35  million. 

(7)  In  addition,  approved  issuers  must: 

(a)  Maintain  sound  mortgage 

servicing,  without  excessive 
delinquency  rates  for  pools  outstanding. 
Generally,  new  commitments  will  not  be 
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approved  if  the  issuer  has  more  than  7.5 
percent  of  the  loans  in  its  existing  pools 
in  a  delinquency  status  of  two  or  more 
months  (excluding  loans  in  foreclosure). 

A  lower  delinquency  ratio,  however, 
will  not  assure  the  issuance  of  further 
commitments. 

(b)  Maintain  adequate  administration 
of  pools  and  securities  outstanding,  and 
meet  all  GNMA  reporting  requirements. 

(c)  Comply  with  GNMA’s  securities 
marketing  and  trading  requirements. 

(d)  Maintain  a  sound  financial, 
business,  and  management  structure  of 
the  issuer  firm.  Withdrawal  or 
suspension  of  the  issuer's  FHA  approval 
status,  or  FNMA  or  GNMA  approved 
servicer  status,  or  the  inclusion  of 
material  detrimental  findings  in  a  HUD 
or  other  official  audit  or  investigation  of 
the  issuer  will  be  considered  to 
constitute  a  material  change  in  business 
structure. 

e.  The  Mortgage-Backed  Securities 
Program  creates  a  unique  role  for  the 
mortgage  lender.  As  an  issuer  of  GNMA- 
guaranteed  mortgage-backed  securities, 
such  a  lender  can  attract  funds  from  the 
securities  market  into  the  mortgage 
market. 

To  start  this  process,  the  lender 
applies  to  GNMA  for  approved  to 
become  an  issuer  and,  simultaneously, 
for  a  commitment  for  guaranty  of  a 
security.  Once  approval  of  issuer  status 
is  granted,  subsequent  commitments  are 
issued  through  a  modified  process. 

With  the  commitment  in  hand,  the 
issuer  proceeds  to  originate  or  acquire 
mortgage  loans  and  to  package  a  "pool" 
of  mortgages.  Typically,  the  issuer  also 
makes  arrangements  with  a  securities 
dealer  to  market  the  mortgage-backed 
securities  when  they  become  available. 
Arrangements  also  must  be  made  for  a 
custodian  to  mamtam  possession  of  the 
mortgage  and  other  documents  and  for 
the  holding  of  principal  &  interest  and 
tax  &  insurance  funds  at  a  financial 
institution(s)  in  custodial  accounts. 

When  a  pool  of  mortgages  is 
assembled,  the  issuer  submits  to  GNMA 
all  the  documents  needed  for  final 
approval  of  the  issuance. 

Upon  approval  of  the  pool  documents, 
GNMA  will  instruct  its  ^ansfer  agent  to 
actually  prepare  and  deliver  the 
certificates  in  accordance  with 
instructions  provided  by  the  issuer.  With 
the  timely  delivery  of  the  certificates 
assured,  the  issuer  can  make  firm  plans 
for  the  sale  of  the  certificates  to 
investors. 

Once  the  securities  are  issued,  the 
issuer  thereafter  is  responsible  for 
passing  through  to  the  holders  the 
monthly  payments  provided  for  in  the 
securities.  The  issuer  is  also  required  to 
provide  for  the  servicing  of  the 


mortgages,  administration  of  the 
securities,  and  periodic  reporting  to 
GNMA. 

f.  Two  principal  types  of  securities  are 
eligible  for  guarantee: 

(1)  The  Bond  type  which  has  the  usual 
characteristics  of  a  long-term  obligation 
providing  for  payment  of  interest 
semiannually  and  for  principal  at  stated 
redemption  dates  (such  securities  have 
been  issued  only  by  the  Federal 
National  Mortgage  Association  and  the 
Federal  Home  Loan  Mortgage 
Corporation). 

(2)  The  Pass-Through  type  provides 
for  monthly  payments  of  interest  and 
principal  in  relation  to  monthly 
installments  on  the  underlying 
mortgages. 

g.  Pass-Through  tjrpe  securities  may 
be  backed  by  pools  of  single  family  or 
multifamily  mortgages,  including 
mortgages  on  projects  under 
construction  and  mobile  home  loans 
insured  by  the  FHA  under  Title  I  of  the 
National  Housing  Act,  or  guaranteed *by 
the  VA.  The  pooled  mortgages  must 
have  been  insured  or  guaranteed  within 
1  year  of  the  date  of  the  commitment  to 
issue  the  securities.  All  mortgages  in 
each  pool  must  bear  the  same  rate  of 
interest  except  in  the  mobile  home  loan 
pools. 

Most  GNMA  securities  issues  are  of 
the  modified  pass-through  type. 

Modified  pass-through  securities  require 
the  issuer  to  pay  to  securities  holders 
amoimts  of  principal  and  interest 
scheduled  to  be  paid  on  the  mortgages 
whether  or  not  it  is  actually  collected. 
Generally,  the  issuer  must  make 
advances  fi:om  its  own  resources  to 
cover  any  shortfalls  in  collections. 

h.  All  securities  are  issued  in 
registered  form  and  the  certificates  are 
prepared,  registered  and  distributed  by 
GnK*  \,  or  its  agent,  both  at  the  time  of 
original  issuance  emd  upon  transfer.  The 
issuer  is  responsible  for  administering 
the  pooled  mortgages,  including 
collecting  the  principal  and  interest  as  it 
becomes  due.  The  mortgage  documents 
are  physically  maintained  by  a 
custodian.  In  the  event  that  an  issuer 
defaults  in  making  payment  to  the 
security  holder,  G^MA  will  make  the 
payment,  and  has  the  right  to  declare  a 
default  and  to  arrange  for  the  transfer  of 
the  pooled  loans  to  another  issuer. 

3.  Reference  Material.  The  GNMA 
regulations  and  requirements  are  stated 
in  Handbook  GNMA  5500.1, 
"Government  National  Mortgage 
Association  Mortgage-Backed  Securities 
Guide,"  including  current  revisions. 
Program  regulations  are  in  the  Code  of 
Federal  Regulations,  24  CFR,  Chapter  3. 
Parts  300  through  390.  The  issuer  should 
have  a  copy  of  the  current  GNMA 


Handbook  in  its  office.  The  applicable 
portion  of  the  Code  of  Federal 
Regulations  are  included  in  the 
Handbook. 

In  the  event  the  issuer  does  not  have 
the  reference  material,  it  may  be 
obtained  from  the  GNMA  office.  If  the 
IPA  wants  to  ensure  that  the  mortgagee 
has  the  most  recent  issuance,  that 
information  may  also  be  obtained  &om 
the  GNMA  office.  Issuers  and  IPAs  may 
telephone  GNMA  at  (202)  755-8912  for 
assistance. 

4.  Audit  Authorization. 

a.  The  Inspector  General  reports 
directly  to  the  Secretary  of  HUD  and  is 
responsible  for  and  directs  the  overall 
audit  activities  relating  to  HUD 
programs.  The  Assistant  Inspector 
General  for  Audit  is  responsible  for 
carrying  out  audit  activities  on  behalf  of 
the  Inspector  General. 

The  issuer  agrees  in  the  guaranty 
agreement  that  GNMA  shall  have  the 
right  to  examine  and  audit  at  such  times 
as  are  reasonable,  any  books,  records  or 
other  information  of  the  issuer  or  held 
by  another  for  the  issuer  with  respect  to 
or  concerning  mortgage  pools.  The 
issuer  is  required  to  submit  copies  of  its 
annual  financial  statements  audited  and 
certified  by  a  Certified  Public 
Accountant  or  an  Independent  Public 
Accountant  (both  referred  to  as  an  IPA) 
within  90  days  following  the  end  of  the 
issuer’s  fiscal  year. 

The  compliance  work  required  by  this 
guide  is  considered  within  the  purview 
of  the  examination  which  may  be 
required  by  the  Secretary. 

b.  To  be  acceptable,  an  IPA  must  be  a 
Certified  Public  Accountant  or  an 
independent  licensed  public  accountant 
licensed  on  or  before  December  31, 1970, 
who  is  certified  or  licensed  by  a 
regulatory  authority  of  a  State  or  other 
political  subdivision  of  the  United 
States,  which  authority  makes  the  IPA 
subject  to  regulations,  disciplinary 
measures,  or  codes  of  ethics  prescribed 
by  law  in  the  jurisdiction  where  the 
Issuer  is  located.  The  IPA  must  meet  any 
legal  requirements  concerning 
registration  of  the  State  in  which  the 
audited  entity  is  located.  The  IPA  must 
be  independent,  as  defined  in  the 
General  Accounting  Office  publication. 
Standards  for  Audit  of  Governmental 
Organization,  Programs,  Activities  and 
Functions. 

5.  Audit  Scope  and  Coverage. 

a.  The  financial  and  compliance  tests 
contained  in  Appendix  1  and  Appendix 
2  of  this  guide  are  to  be  performed.  The 
IPA  is  to  report  on  the  results  of  such 
work  in  accordance  with  the  reporting 
requirements  herein.  Comments  on 
issuer  compliance  may  be  part  of  the 
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financial  report  required  by  the  guaranty 
agreement,  or  may  be  reported  in  a 
separate  compliance  letter  attached  to 
the  audit  report  (Appendix  4). 

b.  It  is  anticipated  that,  where 
applicable,  those  compliance  tests 
discussed  in  Tests  for  Compliance 
(Appendix  2)  will  be  applied  to  a 
representative  sample  of  the  appropriate 
records  or  transactions.  The  objective  of 
compliance  testing  is  to  provide  the  IPA 
with  information  necessary  to  determine 
if  errors  or  exceptions  are  signihcant  or 
represent  a  pattern  of  noncompliance 
with  GNMA  regulations  or  instructions. 
Accordingly,  Bndings  of  errors  or 
exceptions  should  be  included  in  the 
IPA's  report  as  discussed  in  Reporting 
Requirements  (paragraph  8).  The 
method  of  selection  and  the  size  of  a 
representative  sample  will  vary 
depending  upon  the  circumstances  and 
the  procedures  performed. 

6.  Audit  Standards.  The  audit  work 
must  be  performed  in  accordance  with 
auditing  standards  established  by  the 
General  Accounting  Office  publication. 
Standards  for  Audit  of  Governmental 
Organization,  Programs,  Activities  and 
Functions,  as  these  standards  pertain  to 
financial  and  compliance  examinations 
and  those  auditing  standards 
established  by  the  American  Institute  of 
Certified  Public  Accoxmtants  (AICPA). 

The  IPA’s  working  papers  are 
expected  to  conform  to  the  guidelines 
prescribed  in  the  AICPA  Statements  on 
Auditing  Standards. 

7.  Audit  Requirements.  The  following 
audit  requirements  are  not  intended  to 
limit  in  any  way  the  scope  of  audit, 
examination  of  transactions  or  extent  of 
tests.  The  audit  coverage  and  extent  of 
tests  will  be  determined  by  the  IPA  in 
accordance  with  prescribed  auditing 
standards  and  should  be  shown  in  &e 
audit  working  papers.  The  audit  tests 
included  in  this  guide  relate  to  single 
family  pools.  The  auditor  should  refer  to 
Handbook  GNMA  5500.1,  "Government 
National  Mortgage  Association 
Mortgage-Backed  Securities  Guide,”  and 
modify  audit  tests  accordingly  for  other 
types  of  GNMA  pools  tested.  The  IPA 
must  report  on  the  results  of  each  of  the 
following  audit  requirements: 

a.  Analysis  of  Net  Worth. 

Certain  assets  are  not  considered 
acceptable  by  GNMA  for  the 
computation  of  adjusted  net  worth  to 
determine  whether  minimum  financial 
requirements  have  been  met  for 
continued  GNMA  approval  as  an  issuer. 
The  analysis  of  net  worth  is  designed  to 
eliminate  those  assets  not  considered 
acceptable  by  GNMA  in  computing  the 
issuer’s  adjusted  net  worth  figure.  In 
general,  the  analysis  consists  of 
tabulating  those  assets  not  considered 


acceptable  to  GNMA  and  reducing  the 
net  worth  shown  on  the  certified 
financial  statement  (balance  sheet)  by 
that  amount.  Specifically,  assets 
unacceptable  to  GNMA  are  considered 
to  be  those  assets  that  are  unacceptable 
to  HUD-FHA  in  determining  whether  a 
nonsupervised  lender  qualifies  as  an 
FHA-approved  mortgagee,  plus  such 
other  assets  as  GNMA  may  determine 
do  not  meet  the  objectives  of  its 
requirements. 

Appendix  1  contains  a  listing  of  assets 
which  €ue  considered  nonacceptable  to 
GNMA  and  guidelines  for  the 
presentation  of  both  the  GNMA  required 
net  worth  and  the  issuer’s  actual 
adjusted  net  worth. 

b.  Compliance  Audit  Reviews. 

The  examination  by  the  IPA  will 
include  a  review  of  the  operations  and 
records  of  the  issuer  and  custodian,  in 
accordance  with  the  compliance  tests  in 
Appendix  2.  The  compliance  reviews 
and  questions  presented  in  Appendix  2 
are  intended  to  guide  the  IPA  in 
reviewing  issuer  and  custodian  files  to 
fulfill  the  audit  requirements  of  this 
guide. 

Evaluation  of  the  significance  of 
departures  fix)m  compliance  with 
GNMA  regulations  and  guidelines 
requires  the  exercise  of  professional 
judgment  by  the  IPA  The  compliance 
review  guidelines  in  Appendix  2  are  not 
intended  to  limit  the  exercise  of 
professional  judgment  by  the  IPA,  but 
are  for  the  purposes  of  providing  a  basis 
for  evaluation. 

8.  Reporting  Requirements.  The  IPA’s 
report  regarding  tests  of  compliance 
should  reflect  the  results  of  the 
compliance  reviews. 

The  financial  reporting  requirements 
included  in  Article  V  of  the  guaranty 
agreement  are  not  included  in  this  guide. 
Reporting  requirements  resulting  fii^m 
this  guide  include: 

— Gomputations  of  Adjusted  Net 
Worth  and  GNMA  Required  Net  Worth; 

— ^Tests  for  compliance  with  GNMA 
regulations  and  requirements 

The  form  and  content  of  the 
computations  of  Adjusted  Net  Worth 
and  GNMA  Required  Net  Worth  are 
discussed  in  paragraph  7.a.  and 
Appendix  1. 

Regarding  the  results  of  compliance 
tests,  the  report  should  include  items  of 
noncompliance  which  the  IPA  has 
concluded  are  a  significant  departure 
from  compliance  with  GNMA 
regulations  or  requirements.  The  IPA  is 
to  include  in  this  report  the  total 
number,  and  unpaid  principal  balance, 
of  pools  for  which  the  issuer  is 
responsible. 

'The  report  need  not  include  a  list  of 
each  exception  or  error  found  in  the 
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records  by  the  IPA  during  the  audit 
Exceptions  or  errors  in  records  generally 
will  not  be  reported  when  the  IPA 
believes  such  conditions  represent 
isolated  exceptions  or  errors  that  are  not 
significant  in  relation  to  the  number  of 
records  examined  and  have  been 
corrected  in  the  normal  functioning  of 
the  accounting  system.  Errors  or 
exceptions  whic^  the  IPA  judges  to  be 
significant  or  that  represent  a  pattern  of 
noncompliance  with  GNMA  relations 
or  instructions,  or  which  have  not  been 
or  are  not  being  corrected  must  be 
reported.  NOTE:  IPA  working  papers 
should  show  each  exception  or  error 
detected  regardless  of  its  significance. 

In  reporting  items  on  which  the  IPA 
has  formed  no  conclusions  as  to 
compliance,  explanatory  comments 
should  be  included  in  the  report  to 
permit  the  reader  to  make  an  evaluation 
as  to  compliance.  Comments  concerning 
items  which  are  not  considered 
significant  by  the  IPA  and  are  not 
included  in  the  report  should  generally 
be  provided  to  the  issuer  for  its 
appropriate  actions. 

In  instances  where  the  IPA  discovers 
fraudulent  actions,  reports,  or 
statements  to  GNMA  or  defalcations 
related  to  GNMA  mortgage-backed 
seciuities  pools,  the  IPA  should  refer  to 
AICPA  Statement  on  Auditing 
Standards  16,  dated  January  1977:  "The 
Independent  Auditor’s  Responsibility  for 
the  Detection  of  Errors  or  Irregularities.” 
Also  refer  to  Statement  on  Auditing 
Standards  17:  "Illegal  Acts  by  Clients.” 
Any  irregularities  must  be  promptly 
reported  by  the  IPA  to  GNMA  and  the 
appropriate  Regional  Inspector  General 
for  Audit  (Appendix  5). 

The  issuer  is  required  to  submit  two 
copies  of  the  report  directly  to  GNMA 
within  90  days  following  the  end  of  the 
fiscal  year.  The  reports  should  be  sent 
to:  U.S.  Department  of  Housing  and 
Urban  Development,  Government 
National  Morfyage  Association,  Office 
of  Mortgage-Backed  Seciuities,  451 
Seventh  Street  SW..  Washington,  D.C. 
20410. 

9.  General.  The  working  papers  of  the 
IPA  are  to  be  made  available,  with  the 
approval  of  the  issuer,  to 
representatives  of  HUD  upon  request  by 
the  Inspector  General,  HUD,  or  his 
authorized  representatives  for  at  least  3 
years  after  issuance  of  the  audit  report 
The  working  papers  may  be  reproduced 
by  HUD  at  its  own  expense,  if  such  need 
arises. 
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Appendix  1 

Sample  Format  for  Presentation  of 
Adjusted  Net  Worth 


Adjusted  Net  Worth: 

Stockholdeni'  equity  per  State¬ 
ment  o(  Financial  Condition  at 


end  of  reporting  period..... 


Nonacceptable  Asseta  tor  compu¬ 
tation  of  Adjusted  Net  Worth  as 
set  forth  in  Appendix  1  of  the 
audit  guide  (list  and  explain) 


Adjusted  Net  Worth  at  end  of  reporting 
period  as  defined  by  the  audit  guide.... 
GNMA  Required  Net  Worth: 

Unpaid  Principal  Balances  of  Se¬ 
curities  Outstanding  (Note: 

Number  ol  Pools - )...._ . . 

Outstanding  Balance  of  Commit¬ 
ments  Issued  and  Requested...^. 

Total  . . . 

Computed  Net  Worth  Requirement . 


•  In  the  event  adjusted  net  worth  does  not  meet  or  exceed 
the  GNMA  requirement,  the  IPA  may  include  any  comments 
from  representatives  of  the  issuer  on  corrective  measures 
contemplated. 


Nonacceptable  Assets  for  Computation 
of  Adjusted  Net  Worth 

1.  That  portion  of  an  issuer’s  assets 
pledged  to  secure  obligations  of  any 
person  or  entity  other  than  that  of  the 
issuer. 

2.  Any  asset  (except  construction 
loans  receivable,  secured  by  first 
mortgages,  from  related  companies)  due 
from  officers  or  stockholders  of  the 
issuer  or  related  companies  in  which  the 
issuer’s  officers  and  stockholders  have 
an  interest 

3.  lliat  portion  of  any  marketable 
security  (listed  or  unlisted)  not  shown  at 
lower  of  cost  or  market  except  for  any 
shares  of  FNMA  stock  required  to  be 
held  under  a  servicing  agreement  which 
should  be  carried  at  cost 

4.  Any  amount  in  excess  of  the  lower 
of  the  cost  or  market  value  of  mortgages 
in  foreclosure,  construction  loans,  or 
foreclosed  property  acquired  through 
foreclosure. 

5.  Any  amount  shown  on  the  balance 
sheet  in  joint  ventures,  subsidiaries, 
affiliates,  and/or  related  companies 
which  is  greater  than  the  value  of  said 
assets  at  equity. 

6.  Goodwill  or  value  placed  on 
insurance  renewals  or  property 
management  contract  renewals  or  other 
similar  intangibles. 

7.  Organization  costs. 

8.  The  value  of  any  servicing 
contracts  not  determined  in  accordance 
with  AICPA  Statement  of  Position  76-2, 
dated  August  25, 1976,  or  subsequent 
revisions  thereto. 

^pendix2 

Tests  for  Compliance 

Review  of  Custodial  Documents. 


Review  of  Issuer’s  Administration  of 
Pooled  Mortgages. 

Review  of  Monthly  Accounting  Report. 
Review  of  Securities  Marketing  and 
Trading  Practices. 

Review  of  Custodial  Documents 

Each  issuer  of  securities  must  enter 
into  a  custodial  agreement  with  a 
federally  regulated  frnancial  institution 
satisfactory  to  GNMA.  The  custodial 
agreement  shall  provide  for  certifrcation 
that  the  custodian  is  in  receipt  of  the 
loan  documents  and  that  these 
documents  relate  to  the  loans  listed  on 
the  Schedule  of  Pooled  Mortgages.  The 
auditor  will  find  variations  in  the  way  in 
which  custodial  files  are  arranged;  that 
is,  the  files  may  be  arranged 
alphabetically,  by  loan  number,  or  by 
form  HUD  1706  (Schedule  of  Pooled 
Mortgages)  processing  date.  The  initial 
contact  with  the  custodian  should  be 
made  through  the  issuer. 

In  many  instances  it  may  be  to  the 
advantage  of  the  custodian,  the  issuer, 
or  both  to  engage  an  IPA  to  conduct  a 
review  of  the  mortgage  documents  held 
by  a  particular  custodian  for  several 
issuers  rather  than  to  have  each  issuer 
require  that  a  different  IPA  review  that 
part  of  the  custodial  documents 
pertaining  to  each  issuer's  pools.  The 
single  auditor  approach  also  may  solve 
practical  problems  associated  with 
travel  when  the  issuer,  custodian,  and 
IPAs  are  not  located  near  each  other, 
thus  reducing  the  cost  of  compliance 
while  assuring  necessary  audit 
coverage. 

To  determine  if  the  single  auditor 
approach  is  practical  in  a  given 
situation,  the  IPA  an^  issuer  should 
contact  the  custodian(s)  holding  the 
issuer's  pool  loan  documents  to 
determine  the  extent  of  the  custodian’s 
activities  with  other  issuers. 
Arrangements  then  may  be  reached  as 
to  the  most  effective  approach  to 
conducting  the  review  of  custodial 
documents.  Under  the  single  auditor 
approach,  the  custodian  will  arrange 
with  an  IPA  to  review  documents 
relating  to  each  of  the  respective  issuer’s 
pools.  Separate  reports  then  will  be 
prepared  by  the  IPA  for  each  issuer’s 
pools. 

The  single  auditor  approach  or  the 
review  of  custodial  documents  by  the 
issuer’s  IPA  are  both  acceptable 
methods  in  completing  this  section  of 
the  audit  guide.  Whichever  approach  is 
used  to  review  custodial  documents,  the 
following  audit  steps,  at  a  minimum, 
should  be  performed. 


1.  Obtain  from  the  Federal  National 
Mortgage  Association  (FNMA)  *  a  copy 
of  the  most  recent  form  HUD  1710D 
(Issuer's  Monthly  Summary  Report)  filed 
by  the  issuer.  Compare  number  of  pools 
and  pool  numbers  to  issuer’s  records. 
(Note:  GNMA  assures  that  the  list  of 
pools  supplied  by  FNMA  is  accurate.) 

2.  Using  the  form  HUD  1710D  (Issuer’s 
Monthly  Summary  Report),  the  ffiA 
should  select  a  representative  sample  of 
GNMA  pools  for  review.  For  those  pools 
selected  for  review,  determine  if  the 
pool  includes  (only  one  form  HUD 
1711A  and  one  form  HUD  1711B  is 
required  per  pool): 

a.  An  original  form  HUD  1711A 
(Release  of  Security  Interest)  executed 
by  any  and  all  secured  institution(s) 
relating  to  any  or  all  mortgages  included 
in  the  mortgage  pool  that  are  being 
reviewed  and  that  were  closed  after 
March  31, 1979,  which  states  that: 

"The  lending  or  other  financing 
institution  named  herein  agrees  to 
relinquish  any  and  all  right,  title  or 
interest  it  may  have  in  mortgages  to  be 
placed  in  this  GNMA  mortgage-backed 
securities  pool  no  later  than  the  date 
and  time  of  delivery  (release)  of  the 
securities  by  GNMA  or  its  agent” 

b.  An  executed  original  form  HUD 
1711B  (Certification)  signed  by  an  officer 
of  the  issuer  covering  the  mortgages  that 
are  being  reviewed  and  that  were  closed 
after  March  31, 1979,  stating  that: 

(1)  Release(s)  of  security  interest 
(form  HUD  1711A)  delivered  by  the 
issuer  to  the  custodian  comprise  all 
evidence  of  any  security  agreements 
affecting  any  and  all  mortgages  in  this 
pool;  or 

(2)  Other  than  the  assignment  to 
GNMA  there  are  and  will  be  no  other 
security  agreements  affecting  any 
mortgages  in  this  pool. 

3.  Obtain  a  copy  of  the  original 
Schedule  of  Pooled  Mortgages  (form 
HUD  1706)  *  from  the  document 
custodian  for  each  of  the  pools  selected. 
The  purpose  of  the  form  HUD  1706  is  to 
provide  a  means  of  identifying  and 
controlling  mortgages  placed  in  the  pool 
securing  the  obligations  issued. 
Accordingly,  on  a  test  basis,  select 
mortgages  to  be  reviewed. 

4.  For  mortgages  selected  from  the 
form  HUD  1706,  Schedule  of  Pooled 
Mortgages,  review  the  custodial  files  at 


'  Federal  National  Mo^t8^lge  Association, 
Mortgage-Backed  Securities  Administration  Staff, 
3900  Wisconsin  Avenue,  N.W„  Washington,  D.C 
20016;  telephone:  202-637-7870. 

*For  programs  other  than  the  Single  Family 
Mortgage-Backed  Seciuities  Program,  the  form 
number  of  the  schedule  is: 

— Project  loans:  form  HUD  1721. 

—Mobile  home  loans:  form  HUD  1725. 
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the  custodian’s  office,  for  the  following 
documents  and  compare  the  information 
shown  on  these  documents  to  the 
information  on  the  form  HUD  1706. 
(NOTE:  A  machine  printout  giving  the 
required  data  may  be  used,  provided  a 
form  HUD  1706  signed  by  both  issuer 
and  custodian  is  attached,  listing  the 
total.  The  machine  printout  must  have 
the  same  format  as  the  form  HUD  1706.) 

a.  The  original  note  or  other  evidence 
of  indebtedness  endorsed  in  blank  and 
without  recourse. 

b.  An  assignment  to  GNMA  of  the 
mortgage  or  other  security  instrument  in 
recordable  form  but  not  recorded.  If  the 
pool  was  issued  after  March  31, 1979, 
and  if  the  mortgage  was  originated  by  a 
mortgagee  other  Aan  the  issuer,  there 
also  must  be  an  executed  (and  recorded 
if  state  law  requires  recordation  in  order 
to  make  the  assignment  valid  against  all 
lien  holders)  assignment  of  the  mortgage 
from  the  originating  mortgagee  to  any 
intervening  interest  holder  and  from 
such  holder  to  any  further  holders  of 
mortgage  ownership.  Aq  assignment  to 
the  issuer  must  immediately  precede  the 
assignment  to  GNMA.  These  interim 
assignments  must  be  either  originals  or 
certified  copies  of  the  originals  and,  if 
required  by  State  law  to  assure  validity, 
be  either  recorded  or  certifred  to  have 
been  transmitted  for  recordation. 

c.  Within  90  days  after  issuance  of 
securities,  each  document  file  should 
include: 

(1)  Evidence  of  insurance  or  guaranty 
signed  by  FHA,  VA  or  FmHA.  (If  the 
loan  is  a  VA  vendee  loan  or  contract, 
there  will  be  no  evidence  of  guaranty.)  If 
evidence  of  insurance  or  guaranty  is  not 
on  file,  determine  from  the  issuer  why 
the  required  documents  are  missing. 
Uninsured  or  unguaranteed  loans  must 
be  withdrawn  from  the  pool  unless 
specific  time  extensions  are  granted  by 
GNMA. 

(2)  Original  recorded  mortgages  (or 
other  security  instruments)  signed  by  the 
mortgagor  securing  repayment  of  the 
indebtedness.  (NOTE:  Compare 
mortgagor  name  as  it  appears  on  form 
HUD  1706  with  that  which  appears  on 
the  recorded  mortgage  to  assure 
identity.) 

(3)  Evidence  that  a  mortgagee  title 
insiirance  policy  has  been  obtained. 

(Not  required  in  cases  (a)  involving 
conveyance  of  HUD  Secretary-owned 
property,  (b)  if  an  exception  has  been 
authorized  by  GNMA,  and  (c)  VA 
vendee  loans  or  contracts.) 

5.  Documents  released  from  custodial 
files  should  be  evidenced  by  a  Request 
for  Release  of  Documents  (form  HUD 
1708).  For  mortgages  being  reviewed: 

a.  Ascertain  whether  the  custodian  is 
in  possession  of  a  form  HUD  1708  for 


dociiments  not  found  in  the  custodial 
files  for  mortgage  files  reviewed  and  for 
which  final  certification  is  overdue. 

b.  Prepare  a  list  of  missing  documents 
not  supported  by  a  form  HUD  1708.  This 
listing  should  be  reviewed  with  the 
custodian  and  subsequently  with  the 
issuer. 

6.  Select  paid  in  full  and/or  foreclosed 
mortgages  fisted  on  form  HUD  1708  on  a 
test  basis.  These  mortgage  documents 
should  no  longer  be  with  the  custodian. 
The  custodian  should  note  this  removal 
on  its  inventory  control  records  (The 
Schedule  of  Pooled  Mortgages). 

Any  discrepancies  should  be  noted  on 
the  exceptions  fisting  in  Appendix  3. 

This  fisting  should  be  reviewed  with  the 
custodian  and  errors  corrected.  The 
custodian  should  furnish  this  fisting  to 
the  appropriate  issuers  and  the  IPA 
should  subsequently  review  with  the 
issuer  the  reasons  for  any  missing  or 
deficient  documents. 

Any  exceptions  which  are  not  cleared 
and  are  considered  significant  should  be 
described  in  the  IPA’s  report 

Review  of  Issuer’s  Administration  of 
Pooled  Mortgages 

Administration  of  the  pool  of 
mortgages  is  the  responsibility  of  the 
issuer.  The  IPA  should  perform  the 
following  tests  on  a  sampling  basis  to 
assure  the  proper  administration  of 
pooled  mortgages  and  pools. 

1.  Ascertain  whether  the  issuer 
maintains  separate  clearing  and 
custodial  ba^  accounts  for  principal 
and  interest  collections  and  escrow  (tax 
and  insurance)  funds  applicable  to 
pooled  mortgages,  since  GNMA  requires 
that  separate  bank  accounts  be 
maintained.  Assure  that  the  clearing 
accounts  and  the  custodial  accounts 
have  titles  as  required  by  GNMA  Letter 
Agreements,  forms  HUD  1709  and  HUD 
1720.  NOTE:  These  accounts  may 
contain  funds  for  more  than  one  pool 
provided  that  the  issuer  maintains 
separate  accoimting  records  for  each 
pool. 

2.  Review  monthly  collections  of 
mortgage  principal  and  interest  and 
collections  of  claims  on  defaulted 
mortgages  on  a  test  basis  to  ascertain 
that  funds  have  been  deposited  in  the 
proper  custodial  accounts. 

3.  Conduct  selective  tests  to  determine 
that  the  issuer  is  making  timely 
payments  to  securities  holders  of  funds 
received  because  of  early  recoveries  of 
principal,  including  partial  prepayments, 
prepayments  in  full,  assignments,  and 
foreclosures.  All  such  recoveries  must 
be  passed  through  to  securities  holders 
in  ffie  regular  monthly  payment  to 
holders  in  the  month  following  the 
month  of  receipt.  Selectively  test  to 


determine  that  all  such  recoveries  are 
deposited  in  a  timely  manner  to 
custodial  accoimts,  passed  through  to 
securities  holders,  properly  recorded  on 
MBS  report  controls,  and  diat  pool 
collateral  is  properly  removed  from  the 
custodian's  possession  with  adequate 
records  of  its  removal. 

4.  Compare  mortgages  fisted  in  the 
issuer's  liquidation  Sdiedule  to  those 
identified  on  form  HUD  1708  held  by  the 
custodian  as  having  been  withdrawn 
firom  the  pool  to  ensure  proper 
disposition  of  released  documents. 

5.  Review  a  representative  sample  of 
payments  to  security  holders  to 
determine  that  such  payments  were 
made  to  those  shown  in  the  security 
holder  register  for  the  pool  being  tested. 

6.  Ascertain  that  disbursements  from 
principal  and  interest  custodial  bank 
accounts  to  other  than  holders  of  record 
are  authorized  pursuant  to  the  Guaranty 
Agreement 

7.  Test  to  determine  if  the  issuer  is 
disbursing  payments  to  security  holders 
on  a  date  that  can  reasonably  be 
expected  to  result  in  receipt  of  the  funds 
by  the  security  holders  by  the  ISth  of  the 
month. 

8.  Test  to  determine  whether  the 
issuer  is  using  its  own  resources  to: 

(a)  Make  advances  to  the  pool 
accounts  to  cover  shortfalls  in 
collections  from  mortgagors  (NOTE: 
Limited  exceptions  to  tlfis  requirement 
are  included  in  Handbook  GNMA 
5500.1,  “Government  National  Mortgage 
Association  Mortgage-Backed  Securities 
Guide’’),  and 

(b)  Cover  principal  amounts  not 
recovered  in  claim  settlements  or  which 
are  due  in  connection  with  defective 
loans.  (Issuers  are  required  to  “buy  out” 
uninsured  or  otherwise  defective  loans 
from  the  pools  in  accordance  with 
instructions  in  the  Handbook  GNMA 
5500.1,  “Government  National  Mortgage 
Association  Mortgage-Backed  Securities 
Guide.”  using  the  issuer’s  own  funds.) 

9.  Ascertain  that  the  issuer  maintains 
controls  to  project  the  need  for  and 
availability  of  funds.  These  controls 
should  allow  the  issuer  to  make  required 
advances  to  securities  holders  in  a 
timely  manner,  as  required  under 
Section  4.02  of  the  Guaranty  Agreement 

10.  Ascertain  that  the  issuer  has  a 
system  in  place  to  follow-up  and  obtain 
the  required  documents  ne^ed  to 
enable  the  document  custodian  to  make 
its  final  certification  in  a  timely  manner 
(GNMA  must  receive  final  cer^cation, 
covering  documents  fisted  on  the 
reverse  side  of  the  Schedule  of  Pooled 
Mortgages,  no  later  than  90  days  after 
the  issue  date  of  securities). 


Federal  Register  /  Vol.  46,  No.  79  /  Friday,  April  24,  1981  /  Notices 


23402 


11.  Ascertain  that  the  issuer  has 
established  a  securities  holder  register 
in  accordance  with  GNMA  instructions, 
and  updates  the  register  prior  to  paying 
holders  each  month  with  changes  in 
registered  ownership  through  the  end  of 
the  prior  month. 

Review  of  Monthly  Accounting  Report 

The  issuer  is  required  to  submit  a 
Monthly  Accounting  Report  (form  HUD 
1710A)  to  GNMA  each  month  for  each  of 
its  MBS  issues.  The  IPA  should,  on  a  test 
basis,  review  the  information  reported 
to  GNMA,  as  follows: 

1.  Trace  delinquency  information 
(form  HUD  1710A)  to  die  issuer’s 
internal  mortgage  servicing  delinquency 
reports. 

2.  Ascertain  the  issuer's  procedures 
for  collecting  and  entering  all  data 
relating  to  mortgage  collections  and 
securities  payments  on  form  HUD 
1710A.  Ascertain  that  all  entries  are 
made  in  accordance  with  instructions  in 
the  Mortgage-Backed  Securities  Guide. 

3.  Determine  that  a  Liquidation 
Schedule  (form  HUD  1710E)  is  submitted 
to  GNMA  for  each  loan  removed  from 
the  pool.  Also,  determine  that  the 
unpaid  loan  balances  passed  through  to 
securities  holders  and  reported  in  the 
liquidation  schedule  are  accurate. 

4.  Trace  to  the  issuer's  records  the 
amount  of  checks  sent  to  seciuity 
holders  for  the  month,  as  reported  to 
GNMA, 

5.  Compare  the  custodial  account 
balances  reported  on  forms  HUD  1710A 
to  the  actual  balances  (after 
reconciliation)  of  the  clearing  and 
custodian  baidc  accounts  as  shown  by 
the  bank  statements. 

6.  For  pools  selected  for  review, 
reconcile  the  total  unpaid  principal 
balance  of  the  pooled  mortgages  to  the 
unpaid  principal  balance  securities,  as 
follows: 

Pool  Principal  Balance  (Section  1,  Line 
D,  form  HUD  1710A) 

(plus)  Prepaid  Principal  (Section  1,  Line 
F) 

(minus)  Delinquent  Principal  (Section  1, 
Line  G) 

(minus)  CD  Pools  Only:  Scheduled 
Principal  (Section  1-A,  Block  C) 

(plus)  CD  Pools  Only:  Last  Liquidation 
Principal  Installment  (Principal 
portion  of  last  installment  reported  on 
Liquidation  Schedule,  form  HUD 
1710E) 

(minus)  CD  Pools  Only:  Additional 
Principal  Adjustment  or  FIG  change 
for  GPM  Pools  (Section  2,  Block  D, 
Other) 

(equals)  Security  Principal  Balance 
(Section  3,  Line  D) 

Differences  may  arise  in  the 
reconciliation  between  the  pooled  loan 


balance  and  the  outstanding  securities 
balance  due  to  additional  principal 
payments  or  rounding.  Such  differences 
shall  not  exceed  $1.00  for  each  loan  in 
the  pool  up  to  a  maximum  of  $50.00  per 
pool.  Any  greater  difference  must  be 
funded  to  the  pool  in  the  current  report. 
At  least  once  a  year,  adjustments  to  the 
securities  holders  payments  must  be 
made  in  Section  2,  Block  D  of  form  HUD 
1710A  to  fully  correct  for  any 
differences. 

Review  of  Securities  Marketing  and 
Trading  Practices 

Issuers  of  mortgage-backed  securities 
are  expected  to  comply  with  GNMA’s 
Securities  Marketing  and  Trading 
Requirements  as  described  in  the 
Mortgage-Backed  Securities  Guide.  The 
IPA  should  perform  the  following  steps 
to  determine  whether  management  has 
taken  necessary  steps  to  ensure  the 
requirements  are  adhered  to  in  the 
issuance  of,  in  the  making  of 
commitments  relating  to,  and  in  the 
trading  of  GNMA-guaranteed  and  other 
covered  securities. 

The  issuer  must  establish  procedures 
to  provide  a  basis  for  determining  the 
financial  integrity  of  the  securities 
dealers  and  investors  with  which  it 
conducts  business,  and  to  ensure  that 
relationships  with  dealers  and  investors 
are  carried  out  in  a  businesslike  maimer. 
The  issuer  also  must  satisfy  certain 
“suitability”  and  “mark  to  market” 
requirements.  The  IPA  should  ascertain 
that  the  issuer  has: 

1.  A  description  of  the  procedures  . 
established  to  enable  it  to  determine  the 
financial  integrity  of  dealers,  brokers, 
and  investors,  including  an  explanation 
of  standards  for,  and  steps  taken  in, 
determining  the  financial  capacity  of 
dealers,  brokers,  or  investors  to 
complete  transactions. 

2.  The  names  of  key  persons  £md  other 
individuals  authorized  to  make 
commitments  involving  securities. 

3.  Copies  of  the  resolutions 
designating  the  key  person(s). 

4.  Records  of  all  commitments  entered 
into  to  deliver  or  acquire  securities. 
Included  for  each  transaction  should  be: 

a.  Date  of  the  transaction  (trade  date). 

b.  Type  of  securities. 

c.  Nature  of  transaction:  purchase, 
sale;  optional  or  mandatory  delivery; 
repurchase  or  other  credit  arrangement. 

d.  Settlement  date. 

e.  Dollar  amount  of  securities. 

f.  Interest  rate  on  the  securities. 

g.  "Price”  of  the  securities. 

h.  Name  of  the  firm  and  individual 
with  whom  the  transaction  was 
executed. 

i.  Current  market  price  (value)  of  the 
contract. 


5.  For  transactions  covered  by  item  4 
above  that  are  “regulated  transactions” 
(see  Note  1  below),  the  issuer  should 
have  and  the  IPA  should  perform  tests 
to  identify  (on  a  selected  basis): 

a.  A  copy  of  the  delayed  delivery 
contract  required  by  the  Morgage- 
Backed  Securities  Guide. 

b.  The  name  of  the  financial 
institution  with  which  collateral  is,  or 
will  be,  deposited. 

c.  Records  of  mark  to  market 
computations,  including:  market  value, 
amounts  of  deposits  by  issuer  and  by 
contra-party,  type  of  collateral 
deposited. 

d.  If  the  collateral  used  is  a  letter  of 
credit,  a  copy  of  the  letter  of  credit. 

6.  A  statement  showing  the 
computation  of  the  issuer’s  “net 
position.”  The  statement  should  identify 
amounts  of  loans  and  securities  closed 
and  held  for  sale,  plus  those  expected  to 
be  acquired,  less  commitments  the 
issuer  has  available  for  disposing  of 
loans  and  securities.  It  also  should 
include  any  positions  involving 
repurchase,  reverse-repurchase,  or  other 
credit  transactions. 

7.  The  IPA  in  its  normal  financial 
audit  is  expected  to  assess  the  potential 
impact  on  an  issuer’s  net  worth  of  any 
forward  or  future  commitment  contract 
to  purchase  or  sell  securities  that  is 
entered  into  by  the  issuer.  To  the  extent 
there  are  material  potential  effects  on 
the  issuer’s  net  worth,  these  are  to  be 
noted  through  appropriate  footnotes  to 
the  financial  statements. 

Note  1: 

“Regulated  transaction” means  the 
purchase  or  sale  of  securities  by  an 
issuer  pursuant  to  a  delay  delivery 
contract,  except  that  the  term  does  not 
include: 

a.  A  sale  of  securities  where  (1)  the 
issuer  holds  a  valid,  outstanding 
Commitment  to  Guaranty  Mortgage- 
Backed  Securities  (which  is  not  applied 
in  connection  with  another  transaction) 
issued  by  GNMA  in  an  amount  at  least 
equal  to  the  face  amount  of  the 
securities  sold,  and  (2)  the  settlement 
date  imder  the  contract  is  no  later  than 
the  last  day  of  the  calendar  month  in 
which  the  150th  day  after  the  contract’s 
trade  date  falls; 

b.  A  sale  securities  guaranteed  by 
GNMA  and  based  on  construction  loans 
(construction  loan  securities)  or  project 
loans  (project  loan  securities); 

c.  A  sale  or  purchase  or  securities 
pursuant  to  a  contract  which  does  not 
obligate  the  issuer  to  actually  sell/ 
purchase  securities;  that  is,  a  put  or  call 
transaction  in  which  the  issuer  has  the 
option  to  perform;  or 
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d.  A  purchase  (or  sale]  of  mortgage 
participation  certificates  directly  from 
(or  to)  the  Federal  Home  Loan  Mortgage 
Corporation. 

Appendix  3 

Exceptions  Taken  to  Documents 

Issuer.  ■  ■ 

Date  of  review:  — 

Pool  No.:  - 


1706  page 
No. 

Mortgagor 

Exception  or  defect 

Appendix  4 

Sample  Report 

Board  of  Directors,  Mortgage  Company, 
President  Government  National 
Mortgage  Association. 

We  have  examined  the  financial 
statements  of  Mortgage  Company  (the 
Issuer)  for  the  year  ended  December  31, 
1980,  and  have  issued  our  report  thereon 
dated  February  15, 1981.  Our 
examination  was  made  in  accordance 
with  generally  accepted  auditing 
standards  and,  accordingly,  included 
such  tests  of  the  accounting  records  and 
such  other  auditing  procedures  as  we 
considered  necessary  in  the 
circumstances. 

We  have  examined  the  computations 
of  Adjusted  Net  Worth  and  GNMA 
Required  Net  Worth  as  of  December  30, 
1980,  which  are  presented  on  the 
following  page.  In  our  opinion,  these 
amounts  are  presented  fairly  in 
accordance  with  the  requirements  of 
Appendix  1  of  the  Audit  Guide  for 
Audits  of  GNMA  Approved  Issuers  of 
Mortgage-Backed  Securities  for  Use  by 
Independent  Public  Accountants  (Audit 
Guide). 

Our  examination  also  included  tests 
as  outlined  in  Appendix  2  of  the 
aforementioned  Audit  Guide  relating  to 
the  Issuer's  compliance  with  certain 
regulations  of  the  U.S.  Department  of 
Housing  and  Urban  Develpment— 
Government  National  Mortgage 
Association.  In  performing  these  tests, 
two  reportable  matters  came  to  our 
attention. 

1.  The  Issuer  was  using  prepayments 
of  principal  to  cover  shortfalls  in 
principal  and  interest  (P&I)  payments. 
Handbook  GNMA  5500.1,  "Government 
National  Mortgage  Association 
Mortgage-Backed  Securities  Guide," 
requires  that  unscheduled  recoveries  of 
principal  be  passed  through  to  securities 


holders  in  the  month  following  the 
reporting  month  the  payment  was 
received.  Shortfalls  in  P&I  payments 
should  be  funded  through  corporate 
advances  or  through  use  of  excess  funds 
as  provided  in  Chapter  11  of  the 
Mortgage-Backed  ^curities  Guide. 

2.  'The  Issuer  did  not  properly 
segregate  the  cash  flow  for  pooled 
mortgages.  Escrow  accounts  for  pooled 
mortgages  were  periodically  transferred 
into  Ae  corporate  account  and  used  for 
investment  purposes.  As  of  February  15, 
1981,  all  escrow  accounts  for  GNMA 
pools  were  properly  funded. 

Anytown,  USA  (Date),  ABC  and 
Company,  Certified  Public 
Accountants. 

Attachments. 

Summary 

Our  review  disclosed  that  the  Issuer 
generally  complied  with  GNMA  policies, 
procedures  and  regulations  in  its 
Mortgage-Backed  Securities  Program. 
The  Issuer  has  adequate  controls 
present  to  exercise  sound  and  prudent 
business  practices.  Separate  custodial 
bank  accoimts  were  maintained  for 
pooled  mortgages.  The  Custodian  had 
possession  of  the  required  loan 
documents  and  is  maintaining  adequate 
control  to  assure  safe  and  proper 
execution  of  releases  related  to  the 
Issuer.  We  found  two  areas  of  weakness 
in  our  review  of  the  Issuer's  mortgage- 
backed  securities.  All  collections  were 
not  deposited  to  proper  custodial 
accoimts.  We  found  the  Issuer  used 
curtailments  to  defray  the  costs  for 
mortgage  pool  delinquencies.  Procedures 
had  not  been  implemented  to  ensure 
that  early  payments  on  mortgages  were 
immediately  placed  in  the  custodial 
account  and  paid  to  security  holders. 

We  also  found  the  Issuer  was  utilizing 
GNMA  pool  escrow  accounts  for 
investment  purposes. 

As  of  (date),  the  Issuer’s  servicing 
portfolio  consisted  of  104  pools  with  an 
original  pool  principal  balance  of 
$227,328,820.10  and  an  unpaid  principal 
balance  of  $182,076,218.30. 

Finding  1. — Need  To  Ensure  the 
Timely  Pass-Through  of  Mortgage 
Proceeds  to  Security  Holders. 

The  Issuer  had  not  developed 
adequate  controls  to  ensure  that 
prepayments  of  principal  (curtailments) 
were  passed  through  to  security  holders. 
We  identified  four  curtailments  during 
our  review  of  nine  mortgage  pools.  We 
found  the  Issuer  did  not  pass  through 
the  prepayments  of  principal  in  the 
month  following  receipt  as  required  by 
the  GNMA  Mortgage-Backed  Securities 
Guide.  These  prepayments  were 
retained  by  the  Issuer  to  cover  pool 


delinquencies.  The  following 
delinquencies  were  noted: 


PoolNa  and 
dateoIHUO 
1710A 

Actual  pool 
delinquency 

HUO1710A 

reported 

pool 

delinquancy 

Curtalmanla 
used  to 
cover 
ahortfaMa 

3903  March 

19XX _ 

$3,200 

$200 

$3,000 

3903  Apri 

19XX _ 

1.72S 

12S 

1,800 

8204  June 

19XX _ 

4,021 

521 

3.500 

8032  JulylSXX- 

3,012 

1,012 

ZOOO 

The  GNMA  Mortgage-Backed 
Securities  Guide  states  that  the  issuer  is 
responsible  for  “making  timely 
advances,  using  the  issuer’s  own  funds, 
into  pool  P&I  custodial  accounts  to  the 
extent  necessary  to  cover  shortfalls  in 
collections  and  thereby  effect  timely 
payment  of  all  amoimts  due  securities 
holders.”  In  lieu  of  making  advances,  the 
issuer  may  utilize  excess  funds  from 
other  pools  sharing  the  same  custodial 
account  Our  audit  found  that  there  were 
no  excess  funds  available  in  other  pools 
and  corporate  advances  should  have 
been  made  to  cover  the  pool 
delinquencies.  Unscheduled  recoveries 
of  principal  are  required  to  be  paid  to 
securities  holders  in  the  monthly 
payment  following  the  reporting  month 
in  which  the  payment  was  received. 

The  Issuer  advised  us  that  he  did  not 
realize  that  curtailments  were  being 
improperly  handled.  He  did  not  feel  it 
was  necessary  to  make  any  payments  to 
security  holders  over  and  alrave  the 
regular  monthly  principal  and  interest 
payments.  After  we  identified  the 
GNMA  requirement,  the  Issuer  indicated 
he  would  take  action  to  pass  through 
curtailments  for  those  mortgages 
identified.  Written  procedures  would  be 
developed  within  30  days  to  preclude 
future  occurrences. 

Recommendation 

We  recommend  the  Issuer  furnish 
evidence  to  GNMA  that  procedures 
have  been  developed  to  ensure  that  all 
proceeds  relating  to  pooled  mortgages 
are  transferred  to  the  custodial  account 
for  pass  through  to  security  holders.  In 
addition,  the  Issuer  should  review  other 
mortgage  pools  for  curtailments  not 
passed  through  to  security  holders.  Any 
curtailments  identified  should  be 
immediately  passed  through  and  GNMA 
should  be  notified  of  the  actions  taken. 

Finding  2. — Need  To  Prevent 
Unauthorized  Use  of  Escrow  Accounts 
for  Pooled  Mortgages. 

We  reviewed  disbursements  made 
frtim  custodial  bank  accounts  for  pooled 
mortgages  and  found  that  $260,000  was 
transferred  to  the  Issuer's  corporate 
account  April  21, 1980,  and  an  additional 
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$83,000  was  transferred  on  August  3, 
1980.  We  were  informed  by  the  Issuer's 
President  that  these  funds  were  invested 
in  mortgage  loans.  As  of  September  29, 
1980,  the  $343,000  was  transferred  back 
to  the  custodial  bank  accounts.  The 
custodial  accounts  have  been  properly 
funded  since  this  time.  Interest  earned 
has  been  turned  over  to  GNMA. 

Section  4.12  of  the  Guaranty 
Agreement  outlines  the  withdrawals 
which  are  authorized  from  custodial 
bank  accounts.  Advances  to  corporate 
accounts  from  custodial  accounts  are 
not  authorized  under  the  Guaranty 
Agreement. 

The  Issuer  advised  that  they  were 
unaware  that  the  use  of  GNNb\  pool 
escrow  funds  was  unauthorized.  They 
further  advised  that  internal  controls 
would  be  implemented  to  prohibit  future 
occurrences. 

Recommendation 

We  recommend  the  Issuer  furnish 
evidence  to  GNMA  as  to  the  corrective 
actions  taken  to  prohibit  the 
unauthorized  use  of  GNMA  pool  escrow 
funds.  The  Issuer  shall  document  to 
GNMA  that  the  interest  turned  over  to 
GNMA  represents  the  full  amount 
earned  on  the  invested  funds. 


Appendix  5 


Jurisdiction 


REGIONAL  INSPECTORS  GENERAL  FOR  AUDIT 


Region  I  (Boston):  Regional  Inspector  General  for  Audit,  Department  of 
Housing  and  Urban  Development.  510  B,  John  F.  Kenn^  Federal 
Building,  Boston,  Massachusetts  02203,  (617)  223-4144. 

Region  II  (New  York):  Regional  Inspector  General  for  Audit,  Depart¬ 
ment  of  Housing  and  Urban  Development,  26  Federal  Plaza,  Room 
3441,  New  York.  New  York  10007,  (212)  264-4174. 

Region  III  (Philadelphia):  Regional  Inspector  General  for  Audit  Depart¬ 
ment  of  Housing  and  Urban  Development  Curtis  Building,  Room 
855,  Richard  Allen  Avenue  and  Walnut  Streets,  Philadelphia,  Penn¬ 
sylvania  19106,  (215)  597-2462. 

Region  IV  (Atlanta):  Regional  Inspector  General  for  Audit,  Department 
of  Housing  and  Urban  Development  75  Spring  Street,  Room  734, 
Atlanta,  Georgia  30303,  (404)  221-5195. 

Region  V  (Chicago):  Regional  Inspector  General  for  Audit,  Department 
of  Housing  and  Urban  Development  300  South  Wacker  Drive, 
Chicago.  Illinois  60606,  (312)  353-7832. 

Region  VI  (Fort  Worth):  Regiorral  Inspector  General  for  Audit  Depart¬ 
ment  of  Housing  and  Urban  Deveiopment  221  W.  Lancaster  Avenue, 
P.O.  Box  2905,  Fort  Worth,  Texas  76113,  (817)  870-5551. 

Region  VII  (Kansas  City):  Regional  Inspector  General  for  Audit,  Depart¬ 
ment  of  Housing  and  Urban  Development  1103  Grand  Avenue, 
Room  1300,  Kansas  City,  Missouri  64106,  (616)  374-5661. 

Region  VIII  (Denver):  Regional  Inspector  General  tor  Audit,  Department 
of  Housirrg  and  Urban  Development,  1405  Curtis  Street  Executive 
Tower,  25th  Floor,  Denver,  Colorado  80202,  (303)  837-4365. 

Region  IX  (San  Francisco):  Regional  Inspector  General  for  Audit, 
Department  of  Housing  and  Urban  Development  #1  Embarcadero 
Center— 15fh  Floor,  San  Francisco,  California  94111,  (415)  556-6895. 

Region  X  (Seattle):  Regiorral  Inspector  General  for  Audit,  Department 
of  Housing  and  Urban  Development,  1321  Second  Avenue,  Seattle, 
Washington  96101,  (206)  442-0270. 


States  of:  Connecticut,  Maine,  Massachusetts,  New 
Hampshire,  Rhode  Island,  and  Vermont 

States  of:  New  York  and  New  Jersey;  and  Puerto 
Rico  and  the  Virgin  Islands. 

States  of:  Delaware.  Maryland,  Pennsylvania,  Virgin¬ 
ia,  and  West  Virginia:  and  the  District  of  OXumbia. 


States  of:  Alabama,  Florida,  Georgia,  Kentucky,  Mis¬ 
sissippi,  North  Carolina,  South  CaroNna,  and  Ten¬ 
nessee. 

States  of:  Illinois,  Indiana,  Michigan,  Minnesota, 
Ohio,  and  Wisconsin. 

States  of:  Arkansas,  Louisiana,  New  Mexico,  Oklaho¬ 
ma,  and  Texas. 

States  of;  Iowa,  Kansas,  Missouri,  and  Nebraska. 


States  of:  Colorado,  Montana,  North  Dakota,  South 
Dakota,  Utah,  and  Wyoming. 

States  of:  Arizona,  California,  Hawaii,  Nevada;  and 
Guam  and  American  Samoa. 

States  of:  Alaska,  Idaho,  Oregon,  and  Washington. 
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23 . 

. 20713,  22243 
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AGENCY  PUBLICA'nON  ON  ASSIGNED  DAYS  OF  THE  WEEK 

The  followjng  agencies  have  agreed  to  publish  ail 
documents  on  two  assigned  days  of  the  week 
(Mofxlay/Thursday  or  Tuesday/Friday). 

This  is  a  voluntary  program.  (See  OFR  NOTICE 

41  FR  32914,  August  6,  1976.) 

Monday 

Tuesday 

WedneMiay 

Thursday 

Friday 

DOT/SECRETARY 

USDA/ASCS 

DOT/SECRETARY 

USDA/ASCS 

DOT/COAST  GUARD 

USDA/FNS 

DOT/COAST  GUARD 

USDA/FNS 

DOT/FAA 

USDA/FSQS 

DOT/FAA 

USDA/FSQS 

DOT/FHWA 

USDA/REA 

DOT/FHWA 

USDA/REA 

DOT/FRA 

MSPB/OPM 

DOT/FRA 

MSPB/OPM 

DOT/NHTSA 

LABOR 

DOT/NHTSA 

LABOR 

DOT/RSPA 

HHS/FDA 

DOT/RSPA 

HHS/FDA 

DOT/SLSDC 

DOT/SLSDC 

DOT/UMTA 

DOT/UMTA 

CSA 

CSA 

Documents  normally  scheduled  for  publication  on  a  day  that  Day-of-the-Week  Program  Coordinator, 

will  be  a  Federal  holiday  will  be  published  the  next  work  Office  of  the  Federal  Register, 

day  following  the  holiday.  National  Archives  and  Records  Service, 

Comments  on  this  program  are  still  invited.  General  Services  Administration, 

Comments  should  be  submitted  to  the  Washington,  D.C.  20408. 


Ust  of  Public  Laws 

Note;  No  public  bills  which  have  become  law  were  received  by  the 
O^ce  of  the  Federal  Register  for  inclusion  in  today's  List  of  Public 
Laws. 

Last  listing  April  17, 1981;  last  cumulative  listing  for  the  96th 
Congress  (1980),  January  7, 1981 


THE  FEDERAL  REGISTER:  WHAT  IT  IS 
AND  HOW  TO  USE  IT 

FOR:  Any  person  who  uses  the  Federal  Register  and 

Code  of  Federal  Regulations. 

WHO:  The  Office  of  the  Federal  Register. 

WHAT:  Free  public  briefings  (approximately  2%  hours) 
to  present: 

1.  The  regulatory  process,  with  a  focus  on  the 
Federal  Register  system  and  the  public's  role 
in  the  development  of  regulations. 

2.  The  relationship  between  the  Federal  Register 
and  the  Code  of  Federal  Regulations. 

3.  The  important  elements  of  typical  Federal 
Register  documents. 

4.  An  introduction  to  the  finding  aids  of  the 
FR/CFR  system. 

WHY:  To  provide  the  public  with  access  to 

information  necessary  to  research  Federal 
agency  regulations  which  directly  affect 
them,  as  part  of  the  General  Services 
Administration's  e^orts  to  encourage  public 
participation  in  Government  actions.  'There 
will  be  no  discussion  of  specific  agency 
regulations. 

WHEN:  May  15, 1981,  at  9  a.m. 

WHERE:  Office  of  the  Federal  Register,  Room  9409, 

1100  L  Street  NW.,  Washington,  D.C. 
RESERVATIONS:  Call  King  Banks,  Workshop 
Coordinator,  202-523-5235. 
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